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Abstract

The United States subprime mortgage crisis caused by financial
product innovation, made a profound negative impact. not only on the
U. S. economy, but also on the world economy. The excessive financial
innovation and regulation defects of regulatory authorities, proves the
defects of the ability to resist to the crisis of the U. S.. It also led to a
new round of reform of financial supervision system. The U. S. sub-
prime mortgage crisis led to the three important financial new concepts,
namely, the shadow banking system, systemically important financial
institutions and macro-prudential regulation policy framework, which
become the core content of the new regulatory system to be established.
The shadow banking system speeded up the development of global finan-
cial markets, challenged the existing regulatory system, and weakened
the monetary policy effects and explosed the imperfection of regala-
tion. Governments and financial regulators in the world have to take into
consideration the systemic financial risk and macro-prudential regulation
problems. The Financial Stability Board (FSB) as the new global interna-
tional organization of the international community, put forward to strength-
en the macro-prudential regulation scope so as to promote to oversee sys-
temic financial supervision and reduce systemic risk. China also put for-
ward in the fifth plenary session of the 17th CPC Central Committee
“build counter-cyclical macro-prudential policy framework” . Therefore,
in order to benefit the effective and efficiency of the implementation of
the financial regulatory policies and measurements, doing research on

systematic the macroeconomic effects on financial products innovation
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based on the background of the U. S. subprime mortgage crisis, has im-
portant theoretical significance and practical significance.

This book systematically expounds the macro effects of financial
products innovation — from six aspects, which include the historical de-
velopment of financial innovation, financial regulatory reform and mac-
roeconomic effects, the shadow banking system and macro effects, sys-
temically important financial institutions and its” macro effects, macro-
prudential regulation and its macro effects, financial product innovation
and its macro effects and its transmission mechanism with applica-
tions. The main work and conclusions are as follows

(1) From the basic level, this book dicusses the connotation of fi-
nancial innovation, the development history of financial innovation and
financial innovation patterns, based on the point of view of finance or
the financial environment. The main internal and external reasons of fi-
nancial innovation and the basic relationship between financial innova-
tion and financial supervision are analyzed. Financial innovation based
on the fully effective regulation is the important motivation to promote e-
conomic development, improve the financial system efficiency and a-
void risk.

(2) This book investigates the historical process of financial regu-
latory reform both in the United States and China from 2008 to 2012,
and teases out the international financial regulatory big events. Using
principal component analysis ( PCA) to build China’s financial regula-
tion index, the study that financial regulatory index from 2009 to 2012
was always at the rising stage, the realization degree of financial regula-
tion goal was gradually strengthen, financial supervision promoted the
operation of the macro economic and financial system. Since 2010, the
macro began to decline, the role of regulatory effect mainly reflected in
stimulate the development of the financial sector. Since 2012, the role
of financial regulatory effects on microeconomic and macroeconomic re-
mained at maintained relatively stable level.

(3) The systemically important financial institutions produced
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huge external effects on the entire financial system and real economy,
owing to its advantage on scale and market correlation. The negative ex-
ternal effects caused by high risk of financial innovation activities can
lead to immense systemic risk and crisis. This book analyzes the mecha-
nism and micro effects of positive and negative externalities induced by
systemically important financial institutions. It is found that negative ex-
ternalities will increase the marginal cost of the entire financial system,
the government and the taxpayers’ burden, and the negative externali-
ties will quickly pass to the macro economic system. At last, this book
further discusses the regulation of systemically important financial insti-
tutions combining the externalities policy methods of Pigou and Coase
from two aspects of government and market solutions, and comes to a
conclusion that the existing business controls and additional capital reg-
ulatory methods can make the negative externalities internalization in a
certain extent, but the regulations to bank size and taxation still need to
be improved.

(4) The shadow banking system was created in the context of fi-
nancial liberalization and financial innovation. It can diversify the fi-
nancial services, balance social capital supply and demand, and accel-
erate the overall development of financial markets as well. However,
owing to the characteristics of its high leverage and low transparency,
shadow banking system grows rapidly in the short-term, while accumula-
ting large-scale risk. At the same time, it has a tremendous impact and
incalculable loss to the entire financial system and macroeconomic. As a
main part of micro-economic, the shadow banking system presents new
challenges for social financing and the effects of monetary policy. This
book analyzes the impact of the shadow banking system on the scale of
social financing, money supply and demand, price and the level of eco-
nomic development through the Granger causality test and vector error
correction model. At last, we make policy recommendations for the de-
velopment of Chinese shadow banking system.

(5) This book researches the macro effects of financial innovation
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in the four aspects, which include financial innovation and economic
development, financial innovation and money supply & demand, finan-
cial innovation and welfare effects. Our study shows that the mutual in-
fluence exists between financial innovation and economic growth, finan-
cial innovation could reduce the amount of broad money supply, and an
increase in broad money supply will promote innovative behavior of fi-
nancial institutions. The development of Chinese financial is faster than
economic growth, the trade and investment activities of real economy
comes into realization through financial assets gradually. The financial
assets are at high more sensitive to macroeconomic compared to GDP.
(6) The U. S. financial crisis exposed the defects of systemic risk
identification and measurement, at the same time, the comprehensive
policy framework responsible for the stability of the financial system was
deficient. Therefore the international community began to establish mac-
roprudential policy framework and protected the financial system stabili-
ty. This study shows that the time determination of current counter-cy-
clical policies implementation is influenced by the macroeconomic situa-
tion and monetary policy. The counter-cyclical policy helps to digest the
negative impact of financial markets and decentralizes economic pres-
sure of different stages. In the short term, the capital and liquidity re-
quirements of macroprudential supervision policy instruments will in-
crease the bank operating costs, reduce the efficiency of the financial
system and undermine the international cempetitiveness of domestic
banks, while offsetting the stimulus effect of other macroeconomic poli-
cies. In the long term, strict prudential standards will promote maintain
the stable operation of financial institutions through magnitude of the e-

conomic cycle.

Key Words: Financial Innovation; Financial Crisis; Financial
Supervision; Systemically Important Financial Institutions; Shadow

Banking System



